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REPLY COMMENTS OF THE
PERSONAL COMMUNICATIONS INDUSTRY ASSOCIATION
ON ISSUES IN THE SECOND REMAND

Consistent with the concerns raised in its initial comments in this remand proceeding, the

Personal Communications Industry Association (“PCIA”) endorses the comments advocating a

cost-based approach to payphone compensation, especially given that the Commission remains

ambivalent with respect to the only true market-based strategy-—caller pays.l The comments

filed in this second remand provide substantial support for a cost-based approach to payphone

compensation and further underscore why the Commission must abandon the market-surrogate

approach adopted in the Second Report & Order? and roundly criticized by the D.C. Circuit.?

I See “Furchtgott-Roth: FCC must set pay phone compensation,” Telecommunications
Reports, at 49 (July 20, 1998) (quoting FCC Commissioner Harold Furchtgott-Roth as saying
that while he would prefer that the marketplace set “dial around” and toll-free call
compensation rates, “It’s necessary for the FCC to set some kind of compensation rate.”).

2 Implementation of the Pay Telephone Reclassification

and Compensation Provisions of the

Telecommunications Act of 1996, Second Report & Order, 13 FCC Red. 1778 (1997)

(“Second Report & Order”).

3 MCI Telecommunications Corp. v. FCC, 1998 U.S. App. LEXIS 9765, at *6-8 (D.C. Cir.

1998) (“MCP).
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Part I of these comments argues that the information in the record supports proposals for
a cost-based approach to payphone compensation. Part IT explains why the Commission’s
current payphone compensation scheme harms the poorest segments of the market. Part I
argues that in considering a caller pays option within a carrier pays framework, the Commission
should consolidate with this proceeding the AirTouch Paging petition for rulemaking to establish

a separate 8XX code or block of numbers for toll-free calls from payphones.

I PCIA Supports the Cost-Based Approach Advocated By Many Commenters

Consistent with the concerns detailed in its initial comments,4 PCIA endorses the cost-
based approach advocated by many other commenters in this proceeding.> To sustain the
Commission’s current payphone compensation scheme, the Court required that the Commission
demonstrate (1) that costs and compensation rate for toll-free calls converge, and (2) that

similarities between the markets for coin and coinless calls justify the use of the local coin rate as

4 See Comments of the Personal Communications Industry Ass’n on Issues in the Second
Remand, CC Docket No. 96.128 (July 13, 1998) (“PCIA Second Remand Comments”).

5 See Comments of AT&T Corporation, CC Docket No. 96-128, at 15-17 (July 13, 1998);
Comments of Cable & Wireless, Inc. , CC Docket No. 96-128, at 9-10 (July 13, 1998);
Comments of the Competitive Telecommunications Ass’n, CC Docket No. 96-128, at 18-19
(July 13, 1998); Comments of the Consumer-Business Coalition for Fair Payphone 800 Fees,
CC Docket No. 96-128, at 7-10 (July 13, 1998); Comments of Excel Communications, Inc.,
CC Docket No. 96-128, at 9-12 (July 13, 1998); Comments of Frontier Corp., CC Docket
No. 96-128, at 8-9 (July 13, 1998); Comments of IXC Communications Services, Inc., CC
Docket No. 96-128, at 3 (July 13, 1998); Comments of LCI International Telecom Corp., CC
Docket No. 96-128, at 8-10 (July 13, 1998); Comments of MCI Telecommunications Corp.,
CC Docket No. 96-128, at 4-8 (July 13, 1998); Comments of Paging Network, Inc., CC
Docket No. 96-128, at 10-13 (July 13, 1998); Comments of Sprint Corp., CC Docket No. 96-
128, at 15-17 (July 13, 1998); Comments of the Telecommunications Resellers Ass’n, CC
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a starting point for construction of a market surrogate.® Given that the market surrogate scheme
cannot satisfy the Court’s mandate, the Commission must abandon it.

First, the markets for coin and coinless calls are different under a carrier pays regime
because the buyers and sellers are different for coin and coinless calls. For coin calls, the caller
is the buyer and the payphone service provider (“PSP”) is the seller, whereas for coinless calls in
a carrier pays system, the interexchange carrier (“IXC") is the buyer and the PSP is the seller.”
Furthermore, in the local coin market, the buyer buys an end-to-end call, whereas in the coinless
market, the buyer buys an input for dial-around operator services and subscriber 800 services.8
Finally, in a market-based carrier pays system, a caller making a coinless call is not directly
responsible for the payphone compensation obligations incurred with payphone use, giving the
caller little incentive to price-shop for payphone service. Given these facts, it is illogical for the
Commission to conclude that the coin rate-—presently a default rate of $0.35 per call-—should
serve as the starting point for market surrogate for a compensation rate in an entirely separate
market.

Second, the costs of toll-free payphone services do not converge with the compensation
rate under the Commission’s market surrogate scheme. The cost information in the record—

including recent and previously submitted information —continues to undermine the

[Footnote continued from previous page]
Docket No. 96-128, at 7-9 (July 13, 1998); Joint Comments of Vocall Communications Corp.
and Galaxy Long Distance, CC Docket No. 96-128, at 6-7 (July 13, 1998).

6 MCI, 1998 U.S. App. LEXIS 9765, at *6-7.

7 See, e.g., AT&T Comments, at 8-9.

8 Id at9.



Commission’s existing market surrogate scheme by showing that the compensation rate far
exceeds the cost of toll-free payphone services. In addition to information already submitted or
alluded to regarding the costs of payphone service for SBC, Sprint, and Bell Atlantic,” MCI has
taken a fresh look at the costs of payphone service by creating a model payphone business and
analyzing its costs.!0 Granted, the MCI study is not based on MCI’s actual experience in
operating a payphone business. But MCI’s approach reflects the reality that neither the IXCs nor
end users—such as paging carriers—can obtain this information except through the PSPs.
MCT’s study is nevertheless valuable in assessing the costs of both coin and coinless calls, which
it demonstrates to range between $0.11 and $0.16 and $0.08 and $0.12 respectively.!! With the
other data in the record, the MCI study highlights the considerable gap between payphone
service costs and the Commission’s market surrogate compensation rate.

If costs and rates truly converged, then the objections of certain PSPs to a cost-based

approach would be largely academic. As the cost information in the record demonstrates,

9 See AT&T Petition for Reconsideration, CC Docket No. 96-128 (Dec. 1, 1997) (attaching
Southwestern Bell Telephone Co.’s 1994 analysis of the revenues, expenses, assets, operating
statistics, and other results and projections for its payphone business); Reply Comments of
Sprint Corporation on Remand Issues, CC Docket No. 96-128, exh. 1 (Sept. 9, 1997)
(analyzing local exchange carrier (“LEC”) payphone costs and estimating a per-call cost of 6
cents); Sprint Corporation’s Comments on Remand Issues, CC Docket No. 96-128, attach. A
(Aug. 26 1997) (attaching the Massachusetts Department of Public Utilities’ April 14, 1996,
order, which cites payphone cost data of New England Telephone).

10 MCI Comments, exh. 2.

1T MCI Comments, at 7. The fact that MCI may or may not have included particular costs as
line items in its study should in no way undermine the impact of its study, which generally
demonstrates that particular costs are much lower than the PSPs have represented.



however, costs and rates do not converge. It is therefore understandable that the PSPs would
continue to support the market-surrogate method that provides them with monopoly rents.

While it is far from clear that the record currently contains all of the cost data for the
Commission to construct the best possible cost-based payphone compensation system,!2 the
Commission does presently possess a significant amount of useful cost data that could be used to
construct a cost-based model. Given the legal infirmities of the Commission’s existing market
surrogate scheme, the Commission should proceed to develop a cost-based payphone
compensation system.
1L The Commission Has Failed to Consider the Impact of Its Current Payphone

Compensation System on the Poorest Segments of the Population

The Commission’s current payphone compensation system limits access to
telecommunications services by the poorest segments of the population. The current carrier pays
system—with its excessively high rates and reliance on call blocking as a competitive lever—
causes significant harm to those who can least afford telecommunications services.

Low-income persons rely on toll-free 800 services in a variety of ways. Citicorp and the

State of Rhode Island noted that many persons depend on toll-free 800 services to obtain welfare

12° The LEC-owned PSPs in particular have yet to submit comprehensive cost data. Indeed, they
have even failed to supply such data to support their own assumptions regarding their
preferred avoided cost methodology. See, e.g., Comments of the RBOC/GTE/SNET
Coalition, CC Docket No. 96-128 (July 13, 1998).



and other benefits.13 Yet many low-income persons also use toll-free 800 services in
conjunction with pagers as their sole means of telecommunications, rather than subscribing for
residential local and long-distance services. The Commission’s current market surrogate
scheme, however, threatens the use of telecommunications services by low-income persons
through the use of call blocking. The Commission has presumed that call blocking will serve to
place competitive pressure on the compensation rates negotiated between PSPs and IXCs both
during and after the default rate period. But call blocking ensures that those persons depending
on subscriber 800 services to retrieve messages may not be able to do so at all.

To remedy these shortcomings, the Commission should at least provide for a caller pays
option within the carrier pays framework in order to ensure access to telecommunications
services by the poor. Given that Congress has mandated per-call compensation in Section 276 of
the Communications Act of 1934, as amended, the Commission should strive to ensure access to
payphone services at the lowest justifiable rate, rather than artificially limit access to those

services in the hope that doing so will indirectly enhance competition.14

13" Comments of Citicorp Services, Inc., CC Docket No. 96-128, at 1-3 (July 13, 1998);
Comments of the Rhode Island Department of Human Services, CC Docket No. 96-128, at
1-2 (July 13, 1998).

14 Citicorp suggests that the Commission compensate PSPs for coinless calls by increasing the
compensation amount for coin calls, and that it treat commercial and noncommercial calls
differently. Citicorp Comments, at 5. Such cross-subsidization, however, would likely
violate the per-call compensation requirement of Section 276. See 47 U.S.C. § 276.



III. The Commission Should Consolidate the AirTouch Paging Petition for Rulemaking

with This Proceeding

In considering a caller pays option within the framework of a carrier pays system, the
Commission must address AirTouch Paging’s proposal for a separate 8XX code or block of
numbers for toll-free calls from payphones.!> While it raises a number of technical issues,
AirTouch Paging’s proposal addresses many of the policy concerns raised in implementing the
Commission’s payphone compensation scheme. PCIA has advocated a caller pays option—such
as the AirTouch Paging proposal—within the carrier pays framework and therefore urges the
Commission to consider the AirTouch Paging proposal as an integral part of this proceeding.!©

Because the AirTouch Paging proposal was originally suggested in this proceeding and
was the subject of comment in this docket,!7 the Commission could adopt it without further
notice and comment. Nevertheless, to ensure full and proper consideration of the proposal, the
Commission should issue a further notice of proposed rulemaking at the same time it issues a

report and order responding to the Court’s second remand.

15 See AirTouch Paging Petition for Rulemaking to Establish a Dedicated 8XX Code for Toll-
Free Calls Placed from Payphones, RM-9273 (Apr. 17, 1998).

16 See PCIA Second Remand Comments, CC Docket No. 96-128, at 4 n.10 and 7-13 (July 13,
1998).

17" See, e.g., Comments of AirTouch Paging, CC Docket No. 96-128, at 4 n.10 (Aug. 26, 1997);
Reply Comments of AirTouch Paging, CC Docket No. 96-128, at 6-7 (Sept. 9, 1997).



CONCLUSION

For the reasons set forth above and in PCIA’s initial comments in this second remand

proceeding, the Commission should modify its system of payphone compensation to comport

with the court’s mandate in MCI Telecommunications Corp. v. FCC.
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